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Numerical Examples of Adopted Net-to-Gross Adjustment to Total Resource Costs 

As discussed in today’s decision, the total costs that free riders actually incur should be 
removed from the cost side of the Total Resource Cost (TRC) test.  The total cost free riders 
actually incur is equal to the measure cost used for all participant ratepayers less any cost for 
measure installations reimbursed or paid by the program.  Below, we present the formulas and 
sample calculations that accomplish this adjustment.   

We also show sample calculations that use the formulation presented in 1998 Standard Practice 
Manual (SPM) Correction Memo, which is included in this attachment.  This formulation 
suggests that the adjustment for free riders would be applied to participant costs before rebates 
are accounted for.  We do not adopt this formulation for the reasons discussed in this decision. 

In D.06-06-063, the numerical examples were single participant only since free rider adjustments 
were not addressed.  Therefore, those examples did not need to break down the participant cost 
term (PCt) that appears in the SPM into two components, namely,  the “rebate” incentive versus 
the actual participant expense. 1 We do so in the following definitions and formulas in order to 
illustrate how the free rider adjustment should be applied. 

A.  Definitions and Formulas 

The relevant definitions are: 

Variable Definition
Meas$ Full or incremental cost of measure per SPM definition (per measure 

installation)2

Admin$ Program administrative cost including all the administrative costs related 
to each measure (rebate processing, implementor/third party non-measure 
costs, etc.) as well as overall program administration costs (marketing, 
overhead, etc.) Administrative costs do not include any measure cost 
(Meas$). 

Rebate$ Program rebate payment to ratepayer participant per SPM INC definition 
(per measure installation) 

1 California Standard Practice Manuel: Economic Analysis of Demand-Side Programs and Projects, October 2001. 
2 See D.05-04-051, Attachment 3, Rule IV.2 and D.06-06-063, p. 63, footnote 60 for a discussion of when “full” 
versus “incremental” cost of measure is used. 
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DirectI$ Cost paid by program for direct installation of measures at customer’s 
premises (per measure installation). By definition, this value must be less 
than or equal to Meas$. 

FreeRF The fraction of participants which are free riders 

NTG The fraction of participants which are not free riders (1-FreeRF) 

NP Number of participants 

Total net program cost = Total program cost – Total free riders’ costs 

Total net program cost = Program Administrator Costs + Program Participant Costs 
                                         - Total Free- Riders’ costs 

   = Program Administrator Costs + Net Program Participant Costs 
Where:

Total Free-Riders’ costs = Free-Rider Costs net of any costs reimbursed by others. 
Program Participant Costs=Participant Costs net of any costs reimbursed by others. 3

  Net Program Participant Costs = Program Participant Costs - Total Free-Riders’ costs. 

A direct installation (“direct install”) program is any program delivery model by which the 
program directly (through staff action) or indirectly (through a contractual arrangement with a 
third party) arranges for measures to be either delivered to a participating customer for their 
installation or installed at a participating customer premises. This contrasts with rebate, mid-
stream and up-stream program where the program may undertake a marketing activity to induce 
the customer to install measures and participate in the program, but the participant makes all 
arrangements for the purchase and installation of the measures through third parties with no 
contractual relationship with the program.  For a direct install program the difference between 
Direct$ and Measure$ for a particular measure is the participant co-payment cost for the 
measure. 

The definitions and formulas we present below are for rebate and direct install programs.  
However, the direct install formula may also be applicable to certain programs that the utilities 
call “mid-stream” activities if they deliver measures/services to the customer premises. The Air-
conditioning system refrigerant charge programs are one such example.  Under this “mid-
stream” program, the utility contracts with verified service providers who then contract with 
heating, ventilation and air-conditioning (HVAC) contractors to go to customer premises and 
tune up their HVAC systems.  Therefore, this “mid-stream” program would actually have a 

3 This definition of program participant costs relates to the SPM “PCt” term by subtracting from that term the 
program rebate payment (“INC”) , any federal, state or local tax credit received (“TCt”) or any other costs 
reimbursed by others.  See 2001 SPM at p.8 for the listed benefits to participants that would reduce the actual  
expense of participating in the program.  
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direct install cost (Direct$), equal to the amount paid to the verified service providers. Meas$ 
may exceed direct install cost if the participating customer is also charged a co-payment for the 
services.

In contrast, the formulas for direct install or rebate programs presented below are not directly 
applicable to mid- or upstream programs that provide incentives to manufacturers to “buy down” 
the shelf price, or that provide incentives to wholesalers to stock high-efficiency equipment.  
This is because there is neither a rebate (Rebate$ or “INC” term as defined by the SPM) nor a 
direct install cost (Direct$) for measures installed at the participants’ premises. Instead, as 
discussed in D.06-06-063, all program costs for these types of mid- or up-stream programs 
would be allocated fully to utility administrative costs (where the NTG adjustment does not 
apply).  However, the participant cost under these programs is what the participant actually pays 
for the measure (the shelf price), to which the NTG ratio would apply. 

For rebate program:4

Program Administrator Costs = Admin$ + NP * Rebate$ 
Program Participant Costs = NP * (Meas$ - Rebate$) 
Total Free-Riders Costs     = NP * FreeRF * (Meas$ - Rebate$) 
                                           = NP * (1-NTG) * (Meas$ - Rebate$) 
Net Program Participant Costs = NP * (Meas$ - Rebate$) –

     NP * (1-NTG) * (Meas$ - Rebate$) 
                                                  = NP * NTG * (Meas$ - Rebate$) 

Combining the above gives us: 

Total net program cost 

= Admin$ + NP*Rebate$ + NP*NTG*(Meas$ - Rebate$) 
= Admin$ + NP*(Rebate$ + NTG* (Meas$ - Rebate$)) 

The Rebate$ terms in the above formula do not fully cancel, but rather  
a term remains that represents the rebates paid to free riders: 

= Admin$ + NP*( NTG*Meas$ + (1-NTG)*Rebate$) 

4 If Rebate$ exceeds Meas$ (the program pays rebates that exceed the cost of the measure) the total program TRC 
cost will be less than the program budget and associated revenue requirements.  Because of the “transfer payment” 
formulation of the SPM, these “excess” rebate dollar amounts are treated as a revenue shift from all ratepayers to 
participating ratepayers and are not counted as a program cost.  However, as we discuss in D.06-06-063, this is 
expected to be a rare circumstance.  
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As illustrated below, this application of the NTG adjustment results in a consistent treatment of 
rebate and direct install programs, without eliminating the revenue requirement costs that 
ratepayers incur when free riders receive financial incentives under the program.  

For direct install:5

Program Administrator Costs = Admin$ + NP * DirectI$ 
Program Participant Costs = NP * (Meas$ - DirectI$) 
Freerider Costs  = NP * FreeRF * (Meas$ - DirectI$) 
                           = NP * (1-NTG) * (Meas$ - DirectI$) 
Net Program Participant Costs = NP * (Meas$ - DirectI$) - NP * (1-NTG) * (Meas$ - 
DirectI$)
                                                  = NP * NTG * (Meas$ - DirectI$) 

Combining the above gives us: 

Total net program cost 

= Admin$ + NP* DirectI$ + NP*NTG* (Meas$ - DirectI$) 
= Admin$ + NP*( DirectI$ + NTG* (Meas$ - DirectI$)) 

The DirectI$ terms do not fully cancel, and we get the following: 

= Admin$ + NP*( NTG*Meas$ + (1-NTG)* DirectI$) 

In the case when the direct install program covers all measure costs (DirectI$ = Meas$) 

= Admin$ + NP*DirectI$ 

B.   Numerical Examples 

Below, we provide numerical examples for rebate and direct install programs to illustrate how 
the NTG should be applied to TRC costs, based on the clarification adopted in today’s decision.
This clarification is contrasted with the formulation presented in the 1998 SPM Correction 
Memo (copy attached), which suggests that the NTG adjustment could be applied to participant 
costs before rebates are accounted for.  Note that the TRC test results are only identical for rebate 
and direct install programs (all other things being equal) with the clarification we make today.  

5 Note here that the total TRC cost cannot be less than the program budget and associated revenue requirements as in 
the rebate program formulation, because the Direct$ cannot be more than Meas$ and the full Direct$ amount 
appears in the program administrator cost term.  See D.06-06-063 at pp. 71-72.  



R.06-04-010  COM/DGX, ALJ/MEG/rbg 

ATTACHMENT 9 
Page 5 of 7 

Participant Net Costs for the rebate program calculation are net of free riders, but reflect 
participant out-of-pocket costs prior to receiving the program rebate. Participant Net Costs for 
the direct install calculation are net of free riders and reflect the participant co-payment under the 
program.  Program Net Costs are program costs (net of free rider adjustments) that do not appear 
in the Participant Net Cost terms. As discussed above, these numerical examples show the break 
out of individual components that are included in the SPM’s “PCt” term in order to illustrate how 
all revenue requirements are still captured when the NTG adjustment is properly applied.   

1. Rebate Program 

4 participants $2,000 measure cost 

1 free rider 
               
$3,000 measure benefit per measure 

0.75  NTG
            
$1,000 rebate per measure 
             
$100.0 admin cost per measure 

TRC
benefits=  4 participants x 3,000 x 0.75 NTG   

1988 SPM Correction Memo: 

Program Net Costs  = 4 participants x 100 admin costs per measure  
Participant Net Costs =4 participants x 2,000 measure cost x 0.75 NTG        

Adopted Clarification: 

Program Net Costs = 4 participants x 100 admin costs/measure + 4 participants x (1-0.75)x $1,000 rebate per measure 
Participant Net Costs=4 participants x 2,000 measure cost x 0.75 NTG 

Methodology 
TRC

Benefit
Program 
Net Costs 

Participant
Net Costs 

TRC
Cost TRC

1988 SPM Correction 
Memo: 

            
$9,000 $400 $6,000  $ 6,400  1.41 

Adopted Clarification  
            
$9,000 $1,400 $6,000 $7,400 1.22 
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2. Direct Install  

4 participants 
             
$2,000 measure cost 

1 freerider 
             
$3,000 measure benefit per measure 

0.75  NTG
             
$1,000 Direct program paid cost per measure 
             
$100.0 admin cost per measure 

TRC benefits=4 participants x 3,000 x 0.75 NTG 
Program Net Costs= 4 participants x 100 admin costs/measure + 4 participants x 1,000 direct program paid cost/measure 
Participant Net Costs = 4 participants x 0.75 NTG x (2,000 measure cost - 1,000 direct program paid cost per measure) 

Methodology 
TRC

Benefit
Program 
Net Costs 

Participant
Net Costs 

TRC
Cost TRC

Per D.06-06-063 
            
$9,000 $4,400 $3,000 

       
$7,400 1.22 
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